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The Supply Chain Is A Mess That Makes More Messes 
That the supply chain is indeed a mess is not news. Backups from factories to ports to railyards have left long lines of 
trucks, snarled factories and left shelves empty all over the world. One thing is clear: it is easier to turn off the economy 
than to turn it back on again, and it is especially hard to restart the economic machine into record demand for goods, with 
limited labour, commodity shortages, and rolling COVID-related shutdowns around the world. Inflation has been the result; 
it is no longer up for debate.   
 
The question for us is always the same: what quality companies do we want to own in the economic conditions we expect 
to experience? Higher quality companies tend to have pricing power, which is clearly important in an inflationary 
environment. Their higher absolute margins are also helpful; for narrow margin businesses, small increases in cost can 
eat margins very quickly. We know that stock investors tend to shy away from companies with shrinking margins, wide or 
thin, so determining the long term direction of margins for each company in this inflationary environment is critical. 
 
***For an in-depth look at global supply chain issues, we highly recommend the podcast “Odd Lots” by Bloomberg which 
has recently done a series on supply chain issues that are highly informative 
 
Supply Problem Is a Better Problem 
In the coming quarters, we may well see more companies fail to deliver goods to customers due to supply chain and 
labour shortages, and this could lead to revenue misses, margin misses, and earnings misses, which could weigh on 
stock pricing in the short run. Ultimately a supply problem is more easily addressed than a demand problem (although 
resolving this supply chain fiasco will clearly not be easy). Demand problems are deflationary; supply problems are 
inflationary. Supply problems can raise prices, but they also encourage innovation and investment in productivity.  
Companies will find ways to automate processes, reduce package sizes, eliminate less popular products, and improve 
scheduling of labour and logistics. We also know that high quality companies, which tend to be larger, have more power 
over their suppliers to ensure supply. They also tend to have the ability to innovate and execute, with balance sheets to 
invest capital in efficiency improvements.   
 
To emphasize the point: we think quality companies can do relatively well in an inflationary environment, especially one 
that is demand-pull driven. The areas of healthcare we invest in should be relatively insulated given the nature of those 
businesses (high margins, limited supply chain exposure). Real estate should be a beneficiary, as the sector has little 
supply chain exposure, can increase rents with inflation, and rising construction costs will make the value of existing 
assets improve.   
 
We plan to stick to our knitting, investing in high quality companies that we think can ably weather these supply chain and 
inflation issues. We continue to be concerned about market valuations broadly but observe many of the high quality 
defensive sectors we invest in, like healthcare, real estate, consumer staples, and utilities, trading at fairly reasonable 
valuations versus historical and downright cheap relative to the market. These areas have been largely overlooked this 
year as the market chased various speculative manias like SPACs and cryptocurrencies. That’s ok; our companies will 
keep delivering critical infrastructure, essential services, spaces, and products to the economy, while growing their 
cashflow and dividend payments to us as unitholders over time.  
 
Dynamic U.S. Equity Income Fund 
Dynamic U.S. Equity Income Fund was up by 2.7% in the quarter, in-line with the S&P 500 benchmark. The since inception 
return is now 11.3%, which is now just over 5 years. On the year, the fund is up 12.5%, compared to 15.3% for the S&P 
500. The underperformance is largely due to the outperformance of non-dividend paying stocks in the benchmark.   

Dynamic U.S. Equity Income Fund / Dynamic U.S. Strategic Yield Fund  
 

 October 26, 2021 



 

                                                                           2 
 

VIEWS FROM THE EQUITY INCOME TEAM 

At the sector level, Information Technology, Financials and Healthcare were our top performers and there were no 
meaningful detractors. Our standout positive contributor to performance this year was Kansas City Southern, which is 
currently in merger discussions with Canadian Pacific Railway, and we have exited this position. 
 
From a positioning perspective, we remain underweight Communications Services and have no weight in materials. We 
have an overweight to Utilities, Healthcare, and Real Estate.  We have reduced our overweight to Consumer Staples as 
these companies are lapping tougher comps from the pandemic and facing supply chain disruptions.   
 
 
Dynamic U.S. Strategic Yield Fund 
Dynamic U.S. Strategic Yield Fund (DUSSYF) returned 2.2% in Q3 and is up 5.4% YTD (Series F), while its blended 
benchmark, 50% S&P 500 and 50% Merrill Lynch U.S. Corporate and Government Bond Index (C$), posted a return of 
2.6% and 6.1%, respectively. Equity performance and positioning was similar to the note above.    
 
The fixed income component performed in-line with its benchmark. Fund performance was driven by tactical duration 
positioning as yields increased.  The bond market sell-off due to the expectation of the taper beginning later in 2021 and 
higher than expected and persistent inflation is probably getting close to having run its course. As a result, we are slightly 
more optimistic regarding bond returns into year end. Longer term there are still secular themes including a big 
infrastructure spend in the USA which may result in bond yields continuing their upward track but in the shorter-term yields 
may stabilize.   
 
We would like to thank you for your continued support.   
 
 
 

 
Tom Dicker               Oscar Belaiche 
Vice President & Portfolio Manager            Senior Vice President & Portfolio Manager 
 
 

 
 
Fixed Income Portfolio Managers:  
Romas Budd (Dynamic U.S. Strategic Yield Fund)            Domenic Bellissimo (Dynamic U.S. Strategic Yield Fund) 
Vice President & Portfolio Manager             Vice President & Portfolio Manager 
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

                                                                           3 
 

VIEWS FROM THE EQUITY INCOME TEAM 

 

*Funds launched September 2016 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

As of September 30, 2021 Hedging YTD 1 mth 3 mth 6 mth 1 yr 3 yr Since 
Inception* 

Dynamic U.S. Equity Income 
Fund (Series F) Active 12.5% -4.2% 2.7% 8.2% 18.8% 9.7% 11.3% 
Dynamic U.S. Equity Income 
Fund (Series FN) Ccy Neutral 13.3% -4.5% 0.9% 7.8% 23.2% 9.4% 10.8% 
Dynamic U.S. Equity Income 
Fund (Series FL) Local Ccy 12.8% -4.1% 3.1% 8.8% 17.7% 9.8% 11.1% 

S&P 500 (CAD)  15.3% -4.4% 2.9% 10.0% 23.3% 15.2% 15.8% 
                
Dynamic U.S. Strategic Yield 
Fund (Series F) Active 5.4% -2.8% 2.2% 5.1% 7.4% 6.1% 6.4% 
Dynamic U.S. Strategic Yield 
Fund (Series FN) Ccy Neutral 6.1% -3.1% 0.4% 4.8% 11.2% 6.1% 6.0% 
Dynamic U.S. Strategic Yield  
Fund (Series FL) Local Ccy 5.7% -2.8% 2.6% 5.7% 6.2% 6.2% 6.3% 
50% S&P 500 (CAD) / 50%  Merrill 
Lynch U.S. Corporate & 
Government Index (CAD) 

 6.1% -2.7% 2.6% 6.7% 7.7% 10.6% 9.2% 

advisor.dynamic.ca 
Series A units are available for purchase to all investors, while Series F units are only available to investors who participate in eligible fee-based or wrap 
programs with their registered dealers. Differences in performance between these series are primarily due to differences in management fees and fixed 
administration fees. Performance results for Series F units may also appear higher than for Series A units as the management fee does not include the 
trailing commission. Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. 
Please read the prospectus before investing. The indicated rates of return are the historical annual compound total returns including changes in unit 
values and reinvestment of all distributions does not take into account sales, redemption or option changes or income taxes payable by any security 
holder that would have reduced returns. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. 
Views expressed regarding a particular company, security, industry or market sector are the views of the writer and should not be considered an 
indication of trading intent of any investment funds managed by 1832 Asset Management L.P. These views should not be considered investment 
advice nor should they be considered a recommendation to buy or sell. These views are subject to change at any time based upon markets and other 
conditions, and we disclaim any responsibility to update such views.  © Copyright 2021 1832 Asset Management L.P. All rights reserved.  Dynamic 
Funds® is a registered trademark of its owner, used under license, and a division of 1832 Asset Management L.P. 


